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Frenkel, Jacob A., AssafRazin, Fiscal Policy and the World Economy. An
Intertemporal Approach.Cambridge,Mass., London 1987. MITPress. XIX,
484 pp.
Thetheoryoffiscal policiesinaninterdependentworldeconomyis thethemeofthis
book. The authors develop a unified framework which - in contrast to traditional
approaches- permitsa rigorousanalysisofboththeinternationalandtheintertemporal
effects ofgovernment spending and taxation.
Theauthorsstartbypresentingafew stylizedfacts onfiscal policiesandinternation-
alinterdependence. A review andsynthesisoftraditionalapproachestoopen-economy
macroeconomicsis thengiven. Theattractionofthis sectionlies inthedevelopmentofa
coherent income-expenditure model (using elements ofthe Mundell-Fleming and the
McKinnon-Oates approaches) which canbe applied to the analysis offiscal policies in
varioussettings: a small-openeconomywithrigidprices(Ch. 2), asmall-openeconomy
with fully flexible prices (Ch. 3) and a two-country world with perfect capital mobility
(Ch.4).
Astheauthorsshow,thetraditionalapproachhasa numberofimportantshortcom-
ings: it lacks asolid microeconomicfoundation, itpays notattention to intertemporal
budget constraints and it excludes forward-Iooking behaviour.
Chapters5to 15 give aninnovativeintertemporalapproachtotheanalysisoffiscal
policiesinopeneconomies. Thisapproachis basedonexplicitmaximizingbehaviourof
individuals andpermits a distinction between transitory andpermanentfiscal policies,
between current andexpected government actions and between various specifications
oftax policies.
Chapters 5and6 introduce majorintertemporalelements startingwith a one-com-
modity world and then extending it to a multi-commodity world with interaction of
temporal prices (terms oftrade) and intertemporal prices (interest rates). This section
contains a very useful presentation ofbasic concepts ofintertemporaleconomics (e.g.
the determinants ofborrowing and lending, consumption-based real wealth and con-
sumption-basedrealinterestrates). Italso includesananalysisofterms-of-tradeshocks
and output disturbances.
In the following chapter the authors consider the effects ofgovernment spending
under Ricardian-equivalence conditions, extending closed-economy analysis of the
Barro-type to the open economy. They demonstrate, inter alia, that the effects of
government spending onthe interest rate and the current account crucially depend on
whetherthechangeinspendingis permanentortransitoryandwhetherthecountryis a
net lender or a net borrower.
Olle reasonfordeviationsfrom Ricardian-equivalenceis theexistenceofdistortion-
ary taxes. In Chapter8the authors analyse the effects ofchanges in consumption taxes
and income taxes on the interest rate and the current account. They find that a
transitorycutinincometaxes causesa declineinworldinterestratesanda surplusinthe
domestic trade account. A transitory increase in consumption taxes has the opposite
effects: theworldinterestratefalls andthedomestictradeaccountmovesintodeficit. As
theauthorsshow,this resultalsoholdsina multi-commodityworldwithbothtradables
and non-tradables. A second reason for deviations from Ricardian-equivalence is the
existence offinite time horizons ofindividuals together with the appearance ofa new
generation- as demonstratedbytheYaari-Blanchardapproachtotheanalysisoffiscal
policy in closed economies.
InChapters 10 to 13 FrenkelandRazinextendthis approachtotheopeneconomy.
Theydiscuss themainfeatures ofoverlappinggenerationsmodels andthenanalysethe
effects ofvariousfiscal policiesinthecontextofa two-countryoverlapping-generationsRezensionen - Book Reviews 417
model. They demonstrate that the effects offiscal measures crucially depend on the
relative marginal savings propensities ofthe private and public sectors, onthe relative
marginal savings propensities ofcurrent andfuture generations andonrelative margi-
nal savings propensities ofboth domestic andforeign residents. A briefanalysis ofthe
welfare implicationsofbudgetdeficits is alsoprovided.Theyarriveattheresultthat- in
the context ofthe model - a budget deficit raises the welfare ofthe existing domestic
population.Thewelfareoftheforeign populationsalso rises ifforeignersare netsavers,
butitfalls ifforeigners arenetborrowers. InChapters 12and 13 theauthorsconsiderthe
effectsoffiscal policies onthetermstructureofinterestratesandontherelativepriceof
tradable and non-tradable goods.
Whiletheintertemporalapproachtoopen-economymacroeconomics,aspresented
by Frenkel and Razin in this book, brings a number of considerable improvements
when compared with the traditional approach, these improvements are not costless.
Two major shortcomings are that the new approach does not yet allow for price
rigiditiesorforchangesin thevelocityofmoney- theroleofmoneybeinglargelythatof
a veil(as showninChapters 14and 15). Theseshortcomingsalso makeitverydifficultto
use the theoretical model for empirical analysis, Le. for forecasting macroeconomic
variables. In Chapter 16 the authors present some quantitative predictions of their
model based on exogenous assumptions about parameter values, and show that pre-
dicted and actual growth rates ofconsumption are positively correlated. Inspection of
the results, however, also exhibits substantial prediction errors which suggest that the
new approach does not as yet yield better predictions than traditional forecasting
methods.
The book closes with some interesting suggestions for future research, a number of
veryusefulbibliographicalnotesanda comprehensivelistofreferences. Tosumup,the
studybyFrenkelandRazinis a pathbreakingbookwhich maywell becomea standard
reference in international open-economy macroeconomics.
Harmen Lehment
Heijmans, Risto, Heinz Neudecker, The Practice of Econometrics. Studies
on Demand, Forecasting, Money and Income. Dordrecht, Boston, Lan-
caster 1987. Kluwer Academic Publishers. XII, 273 S.
Das vorliegende Buch ist eine Festschrift zum 25jährigen Dienstjubiläum von
ProfessorJanSalomonCrameraufdem LehrstuhlfürÖkonometrieanderUniversität
Amsterdam. Es enthält sechzehn Beiträge von seinen Schülern aus den Gebieten:
Nachfrage nach Konsumgütern (5), Nachfrage nach Geld (4), Einkommensverteilung
(2) und ökonometrische Methoden (5).
R. Blundellund C. Meghir{"Engelcurveestimationwithindividualdata")berichten
über die Schätzung einer Engel-Kurve für Bekleidung aus den Daten der britischen
Haushaltsausgabenerhebungvon 1981. Das Problem einer solchen Schätzung besteht
darin, daß manche Haushalte im Erhebungszeitraum keine Ausgaben für Bekleidung
haben, aber bei ihnen natürlich eine Nutzung vorhandener Kleidungsbestände zu
Konsumzwecken geschieht, daß generell Haushaltsausgaben und Haushaltskonsum,
der den Nutzen bringt, auseinanderklaffen und daß nur die Ausgaben beobachtbar
sind, der Verbrauch aber nicht.
s. Georgantefis, G.D.A. Phi/fips und W Zhang ("Estimating andtesting analmost
ideal demand system") schätzen auf der Basis jährlicher Nahrungsmittelausgaben
(nominalundreal)inGroßbritannienfürdie Zeitvon 1950bis 1983 aufgeteiltnachzehn